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Summary:

SB 1622 establishes a clearinghouse within the Citizens Property Insurance Corporation. Policies
seeking new and renewal coverage from Citizens must first be submitted through the
clearinghouse to allow private market insurers the opportunity to offer coverage before being
placed in Citizens. Any policyholder who receives offers of coverage from admitted carriers at
approved rates within 15 percent of Citizens’ rate would not be eligible for coverage with
Citizens.

This bill creates the following section of the Florida Statutes: 627.3518, F.S.
Il. Present Situation:
Citizens Property Insurance Corporation (Citizens)

Citizens is a state-created, not-for-profit, tax-exempt governmental entity whose public purpose
is to provide property insurance coverage to those unable to find affordable coverage in the
voluntary admitted market.* Citizens is not a private insurance company.? Citizens was
statutorily created in 2002 when the Florida Legislature combined the state’s two insurers of last
resort, the Florida Residential Property and Casualty Joint Underwriting Association (RPCJUA)
and the Florida Windstorm Underwriting Association (FWUA). Citizens operates in accordance
with the provisions in s. 627.351(6), F.S., and is governed by an eight-member Board of

! Admitted market means insurance companies licensed to transact insurance in Florida.
2 Section 627.351(6)(a)1., F.S. Citizens is also subject to regulation by the Office of Insurance Regulation.
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Governors that administers its Plan of Operations, which is reviewed and approved by the
Financial Services Commission. The Governor, President of the Senate, Speaker of the House of
Representatives, and Chief Financial Officer each appoints two members to the board.

Citizens Accounts

Citizens offers three types of property and casualty insurance in three separate accounts. Each
account is a separate statutory account with separate calculations of surplus and deficits.® Assets
may not be commingled or used to fund losses in another account.* The three Citizens accounts
are:

Personal Lines Account (PLA): Statewide account offering multiperil policies covering
homeowners, mobile homeowners, dwelling fire, tenants, condominium unit owners, and similar
policies.

e Policies in Force: 838,143
e In Force Premium: $1,379,410,864
e Total Exposure: $175,864,284,312

Coastal Account (COASTAL): Coastal area account offering personal residential wind-only
policies, commercial residential wind-only policies and commercial nonresidential wind-only
policies issued in limited eligible coastal areas. In addition, in August of 2007, Citizens began
offering personal and commercial residential multiperil policies in the Coastal account.

e Policies in Force: 438,642
e In Force Premium: $1,144,655,922
e Total Exposure: $191,101,715,209

Commercial Lines Account (CLA): Statewide account offering multiperil policies covering
commercial residential-condominium associations, apartment buildings and homeowners
associations; and commercial non-residential policies.

e Policies in Force: 8,016
e In Force Premium: $200,296,331
e Total Exposure: $38,748,152,744

Total All Accounts Combined: ®
e Policies in Force: 1,284,801
e In Force Premium: $2,724,363,117
e Total Exposure: $405,714,152,265

® The Personal Lines Account and the Commercial Lines account are combined for credit and Florida Hurricane Catastrophe
Fund coverage.

* Section 627.351(6)(b)2b., F.S.

® Cittizens weekly report as of 3/1/2013 on file with committee staff.
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Citizens Financial Resources

“Citizens’ financial resources include insurance premiums, investment income, operating surplus
from prior years, Florida Hurricane Catastrophe Fund (FHCF) reimbursements, private
reinsurance, policyholder surcharges, and regular and emergency assessments. As of

December 13, 2013, Citizens will have an accumulated surplus of approximately $6.34 billion.
For the 2013 hurricane season Citizens will have purchased $1.75 billion in private reinsurance
coverage along with the $5.73 billion in mandatory layer reinsurance from the FHCF. For the
2013 hurricane season Citizens’ probable maximum loss (PML) from a 1-in-100 year event is
$20.42 billion.”

If a deficit occurs in a Citizens account, Citizens is authorized to levy assessments on its
policyholders and on each line of property and casualty line of business other than workers’
compensation insurance and medical malpractice insurance.® The assessments Citizens may
impose and their sequence is as follows:

Citizens Surcharge: Requires up to 15 percent of premium surcharge for 12 months on all
Citizens' policies, collected upon issuance or renewal. This 15 percent assessment can be levied
on each of the three Citizens’ accounts with a maximum assessment of 45 percent of premium.

Regular Assessment: If the Citizens’ surcharge is insufficient to cure the deficit for the coastal
account, Citizens can require an assessment against all other insurers (except medical
malpractice and workers compensation). The assessment may be recouped from policyholders
through a rate filing process of up to 2 percent of premium or 2 percent of the deficit, whichever
is greater. This assessment is not levied against Citizens’ policyholders.

Emergency Assessment: Requires any remaining deficit for either of Citizens three accounts be
funded by multi-year emergency assessments on all insurance policyholders (except medical
malpractice and workers comp), but including Citizens’ policyholders. This assessment is levied
up to 10 percent of premium or 10 percent of the deficit per account, whichever is greater. The
maximum emergency assessment that can be levied against Florida’s varicose insurance
policyholders is 30 percent per policy.

Citizens Rates

Citizens’ rates for coverage are required to be actuarially sound and are subject to the rate
standards for property and casualty insurance in s. 627.062, F.S., except as otherwise provided.’
From 2007 until 2010, Citizens rates were frozen by statute® at the level that had been
established in 2006. In 2010, the Legislature established a “glide path” to impose annual rate
increases up to a level that is actuarially sound.® Citizens must implement an annual rate increase
which does not exceed 10 percent above the previous year for any individual policyholder,
adjusted for coverage changes and surcharges. The implementation of this increase ceases when
Citizens has achieved actuarially sound rates. In addition to the overall glide path rate increase,

® Accident and health insurance and policies written under the National Flood Insurance Program or the Federal Crop
Insurance Program are not assessable types of property and casualty insurance. Surplus lines insurers are not assessable, but
their policyholders are.
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Citizens can increase its rates to recover the additional reimbursement premium that it incurs as a
result of the annual cash build-up factor added to the price of the mandatory layer of the FHCF
coverage, pursuant to s. 215.555(5)(b), F.S.

Eligibility

If a policyholder seeking coverage from Citizens is offered coverage from an admitted carrier at
the admitted carrier’s current rate approved by the OIR and such offer of coverage is within 15
percent of Citizens’ rate, that policyholder is not eligible for coverage with Citizens. *°
Policyholders who have coverage with Citizens remain eligible for such coverage regardless of
any offer made by an admitted carrier.™

Effect of Proposed Changes:

The bill creates s. 627.3518, F.S., and recognizes Citizens current authority to establish a
clearinghouse for the purpose of determining the eligibility of new and renewal risks who are
seeking insurance coverage with Citizens. The bill requires Citizens to implement such a
clearinghouse by July 1, 2013. The bill requires that all new and renewal applications, excluding
commercial residential, must be submitted to the clearinghouse before Citizens can bind or
renew coverage.

The clearinghouse:

e Must develop an application process to facilitate private insurers in determining whether
or not to make an offer of coverage through the clearinghouse.

e Must enter into contracts with Florida property insurance companies to participate in the
clearinghouse and must accept appointments from voluntary market insurers.

e Must require all new and renewal applicants to be submitted to the clearinghouse to see if
there are any offers of coverage from an authorized insurer.

e Must require all new applications for coverage to be subject to a 48-hour period that
allows a private insurer participating in the clearinghouse to select applicants for
coverage.

e Allows an applicant to accept an offer from a surplus lines insurer if the applicant does
not receive an offer of coverage from admitted insurers.

e May charge a reasonable fee as a percentage of an agent’s commission to offset the costs
of the clearinghouse. Insurers participating in the clearinghouse are not required to pay a
fee or use the clearinghouse.

All licensed insurers are authorized to participate in the clearinghouse. Insurers making offers of
coverage through the clearinghouse are allowed, but not required, to appoint the agent whose
customer is bound and underwritten through the clearinghouse for as long as that policy remains
with the insurer. If the insurer does not appoint the agent, it must enter into a limited agency
agreement with the agent who is not appointed. If an insurer makes an offer for an applicant

’ Section 627.351(6)(n)1., F.S.

® Section 627.351(6)(n)4., F.S.

% Ch. 2009-87; 5.10, L.O.F.

10 Section 627.351(6)(c)5.a., F.S.

M.
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VI.

whose agent is an exclusive agent, that agent can give the applicant an opportunity to accept
coverage from an insurer with whom the agent has a limited servicing agreement. All agents
must maintain the exclusive use of expirations, records, or other written or electronic information
directly related to such applications or renewals written through the corporation or through an
insurer participating in the clearinghouse.

The corporation is authorized to recognize private entities that independent agents may elect to
use as an alternative to the clearinghouse. The alternative option cannot be used as a replacement
for the clearinghouse. Neither the clearinghouse nor an alternative private entity can prohibit
insurers from electing to participate in more than one program, but an insurer participating in the
private entity alternative must also participate in the clearinghouse.

Constitutional Issues:

A. Municipality/County Mandates Restrictions:
None.

B. Public Records/Open Meetings Issues:

SB 1606 has been filed to exempt certain underwriting guidelines, manuals, rating
information and other underwriting criteria information submitted to the clearinghouse.

C. Trust Funds Restrictions:
None.

Fiscal Impact Statement:

A. Tax/Fee Issues:

The bill authorizes Citizens’ clearinghouse to charge a reasonable fee as a percentage of
an agent’s commission to offset the costs of the clearinghouse.

B. Private Sector Impact:

Policyholders with Citizens who receive offers of coverage from admitted carriers at
approved rates within 15 percent of Citizens’ rate would no longer be eligible for
coverage with Citizens.

C. Government Sector Impact:

Citizens will need to spend an indeterminate amount of surplus to start up the
clearinghouse.

Technical Deficiencies:

None.
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VII. Related Issues:
None.
VIII. Additional Information:
A. Committee Substitute — Statement of Substantial Changes:
(Summarizing differences between the Committee Substitute and the prior version of the bill.)
None.
B. Amendments:
None.

This Senate Bill Analysis does not reflect the intent or official position of the bill’s introducer or the Florida Senate.




